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Ar THE end of the third quarter the pace of business 
activity was still being moderated by reduced industrial 
Personal Income and Spending output and employment resulting from labor disputes. Non 
agricultural income in September was at an annual rate of 
Income is off in strike-affected industries $366 billion, the same as in August when employee compen 
and in farming sation was lowered by the direct and indirect effects of the 
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strike the increase over a year earlier narroyv 10 to 13 
percent. ‘The trucking estimates were based mn 400 truck 
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urrile 


Rise interrupted in some areas 
Since the basic course of economic ac tivity d ring the 
third quarter was beclouded by industrial disputes, it is of 
to attempt to remove from the total those areas 
This can be done only in broad terms 
Table 1 gives the 
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for three general measures of economic activity—nonfarm 
employment, personal income, and industrial production, 
Kmployment and personal income decreased during the 
third quarter for the group of industries substantially 
affected, and production in this group showed a more 
ced drop. For the total of other industries there 
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off in each of the measures. 


was a leveling 


GOVERNMENT PROGRAMS IN THE 
YEAR AHEAD 


ations for the business situation of Government 
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evaluated on the basis of data presented in the 
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national product—are also expected to decline moderately 
by $% billion to a total of $53 billion 

Government purchases as a whole, including those of State 
and local government units, however, will be up turther in 
the current fiscal year. Comprehensive budget information 
similar to the midyear review, covering the outlays of State 
and local governments is lacking, but on the basis of past 
trends and current developments in financing it seems likely 
that the upward movement of such outlays will continue ata 
rate more than sufficient to offset the reduction in Federal 
outlays 


Federal fiscal position 


A summary of the fiscal position of the Federal Govern- 
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fiscal year. Outlays by the Commodity Credit Corporation 
for the net acquisition of price-support crops, however, are 
estimated to be off by roughly b Be billion. This reflects 
expected reductions in net acquisitions of cotton and wheat, 
offset in part by increased holdings of corn. Declines in 
price-support expenditures, however, will be balanced by 
planned increases in programs administered by the Federal 
Aviation Agency for air-traffic management and mainte- 
nance of flight facilities, and increased outlays for the con- 
conservation and development of land and water resources. 
While outlays for goods and services are scheduled to 
decline mod rately, other Federal expenditures are expected 
to increase in total at the same rate as in the past year, 
about $4 billion, to a $40-billion level. These non 
purchase categories include transfer payments to individuals 
and foreign countries, grants-in-aid to State and local 
governments, interest and subsidies current 
surplus ot government enterprises. As may be seen in the 
ing table, interest costs which were substantially 
1958 to 1959, account for two-fifths of the 
from 1959 to 1960. ‘Transfer payments 
and grants-in-aid to State and local rovernments are 
to show smaller increases than in the previous year. 


costs, less 
accompan'\ 
unchanged from 
$4 billior nerease 


scheduled 


AGRICULTURAL INCOME AND 
PRODUCTION 


production in 1959 is running a bit ahead of last 
farms continues to in- 
nd crop production is estimated to be about as large 
ir. Prices received by farmers have declined, and 
ts from marketings are somewhat lower than last 
nment payments are also down from $1.1 billion 

und prices paid by farmers for production items 


ady ance. 


he number of livestock on 


SOT 
ne of farm proprietors had risen to a little above 
n 1958 In each of the first two quarters of 1959 
rate declined about $1 billion and then dropped 
in the third quarter. The average for the three 
about $12 billion on a seasonally adjusted annual 

back on the 1955-57 plateau. In 
ome, the percentage originating in agriculture 
arnings of farm laborers) is running a little above 

vear, as compared with 5 percent last year 
1957. 

farm real estate rose to a new high in the 

percent above the average for 

uptrend in land values has 

‘ral and has persisted despite the fact that 

farm income in the past few years has averaged less than in 


the several years immediately following World War IL. 


terms of 


pereent in 


4 about 10 


strong secular 


{nother bumper crop 


last year, crop produc tion had been quite stable for 
ars and had only a limited advance in a 

Then in 1958 output was up by more than one- 

\ second bumper crop is being harvested this year. 
Lhe composition ol production is somewhat different 
the effects on prices have been cushioned by 

support activity, and there has been little 

| average of all crop prices from around 90 

percent of the 1947-49 period. 

Crop marketings are about the same as last year and well 
above aul earlier period. Cash receipts are also about equal 
to last vear, and « xcept for 1947, when they were lower be- 
cause of delayed marketings in the final quarter, receipts 


shown 


from last yea 
Government 


change in the 
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are within the narrow range in which they have fluctuated 
for several years. Government payments are considerably 
lower this year than last year because of the discontinuance 
of the acreage reserve program of the soil bank. 

The Jarge crop in 1958 was accompanied by a sharp rise in 
net Government expenditures for income and price support 
in the fiscal year ended June 30. 1959. to $5.1 billion from 
$3.2 billion in the preceding year. The 1960 fiscal year 
budget, which is reviewed in another section of this issue pro- 
vides for continuing high price support activity consistent 
with the large 1959 harvest, although net outlays are ex- 
pected to be reduced (1) by increased foreign disposal of 
cotton at lower prices aided by increased export subsidy pay- 
ments and (2) by the discontinuance of the acreage reserve 
program. 

In the early part of 1959 crop receipts ran ahead of a year 
earlier, but they fell behind in the third quarter reflecting 
lower marketings than a year ago of wheat and other small 
grain A stronger trend is anticipated in the final 
quarter as marketing of the larger cotton and corn crops gets 
under way. 

Wheat production in 1959 is about equal to the 
average of 1.1 billion bushels, and is down about one-fourth 
from last year’s re cord Because of i large rise in carryover 
however, the supply of wheat for the vear 
estimated at 2.4 billion bushels, a little above last year 


crops. 
1O-y eal 


crop ahead Is 


Cotton price lower 


Cotton acreage is up about one-fourth from last year and 
yield per acre is estimated to be at least a little 
higher The increased acre ave planted reflects the discon- 
tinuance of the acreage reserve program in 1959. In addition 
a small proportion of farmers elected the option (“B’’) which 
provides for increased allotments with lower support prices 
The proportion of allotment acres not plante d was unusually 
large in the southeast 

The carryove! of cotton of 9 million bales in the United 
States this summer was about the as last year but a 
larger part of it was held by the CCC However, 
holdings nre well below the high ol early 1956 

US consumption of cotton was up a little in the past crop 
veal with considerable strength dev lopin ras the year ad 
vanced Kxports were only about half as large as the year 
New have been established for CCC 
sales of cotton and the export subsidy has been increased 
from 6.5 cents to 8 cents per pound Tl ( bud ret figures sug 
Although most of the 
“ will be el ible for 


as high or 


SaLiiic 
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before lowe! prices 
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cotton pro 
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So far, the rise in cows has been small and the ealf « rop has 
More cattle are on 
increase In 
ightered in 
total beef 
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shown a correspondingly small increase. 
and there has been a considerable 
The number of beef cattle sla 
aur, b it 


feed, however 
slaughter weight. 
1959 has been running a little below last vy 
production is up a little and the quality of beef ha 
improved by a higher proportion of fed cattle marketings. 
The latter trend is expe ted to continue beea larger 
numbers now being fed out, but feeding margins have nar- 
rowed as feeder cattle prices have risen Prices of fed cattle 
have leveled off this vear following 2 years ol 
been substantially 
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Pork production has n 1959. 
In the first 8 months of the year, the dres ead W ht carcass 
in Federally inspected plants was about one 1X i ve the 
corresponding period of 1958. C 
ind ated on the basis of reports of farrow 
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Recent Changes in National Income 


Nati YNAL income reached an annual rate of $404 billion 
in the second quarter of this vear. The spring advance, 
amounting to $14'4 billion, was the sharpest recorded for any 
quarter during the current cyclical upswing. , 
There has been some reaction since, with declines in the 
areas of the economy most immediately affected by the steel 
strike, and expansion elsewhere slowing from the rapid pace 
spring Some slackening in the rate of rise was to 

have been expected after a five-quarter rebound from a 
evelical low, and in view of the stimulation of economic 
activity in the spring quarter by the anticipatory purchasing 


of last 


of primary me tals and their products 

The pattern of spurt and reaction since last winter can be 
record for industry payrolls. (See chart.) It 
undoubtedly extended to corporate profits also. Though 
third-quarter data on profits are not available, the movement 
sales indicates a decline for the summer quarter 
rise of 12 percent registered in the April—June 


seen in the 


ot corporate 
following 
period 
Among thx types of national income, significant 
ng this vear in interest and in the 
Interest has shown a 


business pro- 


other 
) occurred 
earnings ol proprietors. 
further sharp expansion Income of 
al proprietors has continued upward, while the con- 
riculture was extended in the third quarter. 
traction is evident also in the industrial distri- 


changes have 
business 
and 
fessor 
traction In a 
The latter cor 
bution of national income, 


Industry pattern 


The industry pattern of nonfarm income mirrors the drop 
in earnings from the strike-affected industries along with a 
tapering of the upswing in a wide variety of other lines 

The decline in farm income, which is discussed elsewhere in 
this issue and illustrated in the chart on page 6, stemmed 
mainly from de velopments on the supply side, rather than 
t in demand The same ts true of the drop in 
1 steel and coppel production and from the as- 

operations and freight traffic, which was the 
third quarter setback of national income. 

ws manufacturing, mining, and transportation 
oO! nearly $27 billion (annual rate) of the all- 
roll total for the spring quarter. In the summer 
payments were $3 billion less From the ex- 
the steel strikes of 1952 and 1956, it seems prob- 
industries’ profits likewise dropped several 


basic stil 


any 
earnings tro 
sociated 

main factor in the 
Primary 


accounted 


| 
industry p 
quarte! 

pt riences 
able that these 
billion dollars last summer, at annual rates. 

In terms of the GNP, the setback to production was visible 
mainly in the liquidation of steel and related inventories, 
through which a continued high demand was met even though 
basic steel production for the quarter averaged only about 
22 percent of capacity, and for most of the period was down 
to around » percent. 

The slowing of expansion elsewhere in the industrial strue- 
ture, by contrast, was associated with a lessened rate of rise 
ih final at mand for goods by households. The increase in 
total final pure hases in the third quarter Was about three- 
fifths as great as in the second. Consumer buying of new 
cars, household durables, and apparel showed relatively little 


and Corporate Profits 


further change after having risen substantially in the spring; 
and expenditures for new housing, which had contributed $1 
to $2 billion to the expansion of national output in each of 
the four preceding quarters, were reported off after midyear. 

The indirect effects of these market shifts were limited but 
widely scattered. The downturn in residential construction, 
for example, affected the flow of income in the lumber in- 
dustry, the stone, clay, and glass group, and furniture and 
household appliance manufacturing 

Considering as a group all the industries where the course 
of income reflected changes in final demand, payroll increases 
are seen to have continued on a wide front, but at a pace less 
than half that recorded for the quarter overall 
After having amounted to 3!4 percent or nearly $8 billion at 
an annual rate in the spring, expansion of wages and salaries 
in these industries slowed to 1 percent, or not quite $3. bil- 


Ser ond 


lion, in the summer. 

It is impossible to gage the amount of indirect distortion 
that the may have industries not 
immediately involved. Activity in the metal-using lines of 
manufacturing inevitably reflected the clouded supply 
outlook for steel and Nore broadly, the unem 
ployment and uncertainties of various kinds caused by the 


strikes caused among 


copper 


work stoppages no doubt contributed in some degree to the 
slowing of demand expansion last summer, which in turn 
was mirrored In the overall course ol production and income 
outside the strike area. 

Whatever the basic may have been, the 
growth of the overall national payroll in the third quarter 
to the tapering of the advance 


causes slower 
was due as mut hi, or more, 
outside of primary metals, mining, and transportation as to 
the downturns in these industries 


Spring rise in national income 


lon many lines, the third-quarter erowth of mecome 
would appear in a more favorable light if it were not for 
the contrast with the second quarter spurt In a 
of these lines, the spring rise involved an undetermined but 
clearly considerable amount of shifting forward in the time 
pattern of activity Purchases and production which might 


have been left for the Summer were completed in the spring 


number 


instead 

The industrial composition of the second-quarter advances 
is seen in the national which now be 
completed by inclusion of newly available corporate profits 


income figures can 
estimates 

In manufacturing both durables and 
nondurables lines The 
national income rise shown for the durables branch centered 
in the metal and metal product industries. A continued 
sharp increase in income from primary metals production 
reflected a high and rising volume of sales by the metal-using 
mdustries as well as a large-scale buildup of their stocks 
The sum of profits and payrolls in primary metals manu- 
facturing rose nearly one-fourth, or close to $2 billion at 


as table I-11 shows, 


registered substantial advances 


annual rates, from the first quarter to the second 
Income gains were likewise marked in the major metal- 
using lines, including metal product fabrication, machinery, 


‘ 
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OF CURRENT 


BUSINESS tober 1959 
ings in mining and transportation again moved up frac- 
tionally, as the stimulus of higher receipts from steel and 
related industries partly offset the tendency to slower 
expansion noted previously in these lines Income originating 
in trade and services continued to increase, and there was 
an advance in State and local government pay rolls. 


Types of income 


Most of the shifts in the type 
national income have been in line either 
or with past experience of cyclical processes such 
marked the current vear. 

Earlier trends have continued in interé st and rent. Earn- 
ings in the form of interest have been rising with the growth 
of mortgage debt and time deposits. The advanes of per- 
centage yields on these financial assets has also been a factor 
this vear. Persons’ rental income is unchanged, landlords’ 
expenses advancing more or less il) line With gros 

The eyclical upswing in 
usual been reflected Ith a sharp rise ll following the 
rapid decline in the period of lowered business ac tivity in 
the latter part of 1957 and the early part of 1958. Though 
profits comprised only 20 percent of total income arising in 


recent distribution of 
trends 


as have 


with earlier 


S rents. 
} 


broad busine S activily has as 


profits 


accounted 
such 
( ompensation 
contractor in 1957-58 
that in 


three- 


corporate business at the end of last vear, they 


for close to 40 percent of the overall 
income thereafter through the spring quarte 
after a 

which was absolutely and relatively 


eA pansion ol 


of corporate employees, 
much 1 al 
profits, rose more gradually this yea o 
fifths of the income advance. 

the purely cyclical elements 
again note should be taken of the effects of 


Besides changes, 

l tion in 

pss : 

This played a significant part not only in the third 

but v1 quarte! 
soth payrolls and profits were ¢ spring 


steel 
quartel a anticipatory effects 
as wel 
because of this factor 


Corporate Profits 


reached an ant above $50 
and $27 billion after ta the 
This was the first time the levels had 
In relation to tota 


Corporat profits ual 
hefore Luxes, 


1959 


" 
billion second 


quarter of 
bee fl 


evel nowever, 


attained 
| 


profits were still short of the margins r 
periods ol rapid business expansion sucl us i 0-5] 


1955 Margins afte! 


recent vears 


previous 
and 
taxes have \ nretaxr 


but at 
rous prewar periods 


aried 


ratios in levels mus lO than those 


recorded 


The 


rmcomme 


Ith prosp 
carried ational 
seasonally 
half of 

distorted by 


spring rise profits as me 
purposes tO a 


1} first 


adjusted annual rate of 
1959 I} rate 
j ial circumstal 
quarter considered 


high of $45 billion reached 


S45 billion for 


spec Wiis 
with 
alf of 


spril alo 


losses 
Hirst 
pre- 
half 


and 


including inventory 
rate just under $50 | 


This was about $2 billi 


Before-tax profit 
were at an annual 
half of the 
vious Lop 
of 1950 when inventory gains were except 
agai in late 1955 

The expansion in before-tax book protit flected 
proportionately in net With 
up only fractionally the bulk of the recent 
undistributed the 
was reflected in a fall in this The 
payout ratio has dropped sharply, moving as us ial inversely 
tax net income, The ratio of 5 pe recorded 
the first half compares with 76 percent hen prohts were 


low a year earlier, 


yeal 


which had been attained twic 


about mcome 


dividends movin: 


increase has gone into pro! as 


preceding decline total 


reent 


to altel 


er recession 
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Table 1I-9.—National Income by Type of Income, Seasonally- 


Adjusted Quarterly Totals at Annual Rates, 1957-58 and First 
Three Quarters of 1959 
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Table I-14.—National Income by Corporate and Noncorporate Form 
of Organization, Seasonally Adjusted Quarterly Totals at Annual 
Rates, 1957-58 and First Two Quarters of 1959 


[Billions of dollars] 











Table I-11.—National Income by Industry Division, Seasonally 
Adjusted Quarterly Totals at Annual Rates, 1957-58 and First 
Iwo Quarters of 1959 





14.4 40] 
41.6 10.7 








Industrial distribution 


accompanying text table, the industrial distribu- 
1959 profits is compared with that at the previous 


tion Ol 
peak reached in the final quarter of 1955. 

As against the 1955 quarter, the latest results were par- 
favorable in the utilities and in the “all other’ 

e latter reflecting growth in finance and trade in 
particular The advance in manufacturing profits was rela- 
tively much less, nondurables showing no gain in total over 
the earlic period 

The change from the first quarter of this year to the second 
quarter differed sharply: Expansion centered in manufac- 
particularly in hard good lines, while gains among 
numerous but mostly 


ticularly 
eategory 


turing, 


nonmanufacturing industries were 


small 


National income | 403.9 


Income originating in corpo 
rate business 224. 6 
174.6 


Compensation of employee 
161.0 


Wages and salaries 

Supplements to wages and 
salaries 13.7 

Corporate profits and inven 
tory valuation adjust 
ment ! 

Profits before tax ! 
Profits tax liability 
Profits after tax ! 

Inventory valuation ad 
justment.. 





Net interest. 


originating 
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Income 


or porate USiNess 














cludes corporate profits 


Table V-2.—Sources and Uses of Gross Savings, Seasonally Adjusted 
Quarterly Totals at Annual Rates, 1957-58 and First Two Quarters 


of 1959 
f 





private Saving 


on adjustment 

tal consumption allow 
we 

ess of wage accrual 


ements 








Table VI-10.—Corporate Profits (Before Tax) and Inventory Valua- 
tion Adjustment, by Broad Industry Groups, Seasonally Adjusted 
Quarterly Totals at Annual Rates, 1957-58 and First Two Quarters 
of 1959 
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The first-to-second quarter m« was dominat . industry rather than size differences, however, as certain 
cyclical and other rt-ru res ym paris with heavy industries which are composed to a relatively great 
extent of large firms recorded a wider evclical \ ne than did 

manufacturing as a whole. Group by grou he experience 


1955 brings out more 


large companies seems renerally not to hay differed in 


Corporate Profits Reflect Expanding ny re cular fashion irom that ( f the av 
Business in Second Quarter Profit margins 


Percent of porot Tl 60 percent ipswing in corporate ear! 
Gross F es , ——_ lv 1958 low to mid-1959 has been in part 
30 f an advance on the order of one-fift] 
iness done by the corporations About 
profits, however, represents 
ns from the recession lows 
in widening of marg 
activity from recessio 
DEPRECIATION em *\ rh] \ as the pace of pi 


1 +} 


more nearly normal rates, and 


grees not losely tied to sales result 
Yo oe | total costs I; hel ind the mov rhs 
4 ods Of expansion as well as duru 

' rregate earnings of U.S COrporal 


_— | I ible | t, exclud mw net div 
road) amounted in the first h: 
ne originated and about 
product 


routs may al ( compared Wit! 
' 1 


Duse was 





‘ " 
ne sales agyeTeg 


but also a large 








the ratio 1s 





ne in the proportion of int 
\Nloreove! ne margin ON sai 
I The COTM e! 
profit: ratio 
well as on Mcome wna 


chart shows the 1 


The total 


somewhat ratios du or | 1957-59 cve lical swi if 


round of a 10-vear record 


manufaetur , 
tendene to | wt | i ' Margins turned down over a veal 


trast, thi decline of 
short-tern 


yel reached 3 
It is of inte profits peak prior to tl 8S reces 
as compared to ae | | a ving end of 1955, as ne above, and this 
There 


profits. A limited amou mation on this mi ntage margins 
which i margins through mid-1957, and a f 


little indicatio companied the recession This was arr 
pany. In the ch | lk versed early in 1958. A series of vigorous 
1958 as in tl 1) i , actiol are ‘ nT ) ; during that vear tape red as 1959 opel 


business started i 
a pattern which has been noted in pre 
as costs caught up \ h the slowing ris 


followed al 


sales, and mai quarter, however, a renewed spurt accom 
the average activity in steel and other lines described 


1959, the prohit ratios were above 1957 and ~ to the 
Corporate karnings, Seasonally Adjusted at Annual Rates hig h of 1955 

Judging from past experience, the effect the work 
stoppages on third-quarter profits may be expected to be 
more severe, at least in percentage terms, than e effect on 
pavrolls If thi proves to be the ease, the | tl Iraction 


of total income and gross product originating in corporate 





business may be assumed to have declined since midyear 
saaias The experience of specific industries and companies has of 
Manufacturit { course differed substantially from the averages shown 
Durabl in the chart Nevertheless the swing from a 1955 high 
Nondurat toa 1958 low and back uppears to have been widely t Vp al 
In particular, it does not seem to have been affected In any 
marked way by changes in the relative i portance Of char- 

acteristically high or low margin industries in the total 


Tran 
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Business F inancing in 1959 


BF; NANCIAL developments in 1959 have featured generally 
expanded private demands for capital funds and large Gov- 
requirements. Money market conditions in the 

of the year are especially affected by high sea- 
sonal demands, as the Federal Grovernment’s tax receipts 
and private demands are rising to stock 


ernment 


second hati 


are tem rarily low 
up for 
| nae r these conditions, the cost of borrow ing has re ache dl 


busine ss 


The interest rate on recent finan ing of the 
Federal Government, involving a 5-pereent rate on an 
intermedi: term issue, was the highest in several decades, 
although down recently from their postwar 
highs, have een generally buoyant throughout most of the 


veal and vith dividends relatively stable. vields are not 


postwal rns 
Stoct 


only close to postwar lows but also below the average prevail- 
of private demands has not presented 

Housing purchases by consumers were 

rising through most of the recessionary phase of 1957 and 
1958 response to easing money market conditions 
which provid an improved flow of mortgage funds and 
part! ol antirecession steps taken by the Federal 
Governn support of home financing. As money 
ts tightened in the past vear and the impact of Federal 


marke 
as reduced housing aeury ity has Lape red and de- 


prog! il 
ew mortgage money has leveled off 

demands of individuals were moder- 
little net liqui- 
par- 
been 


mand 

Short-term credit 
the downswing but there was 
Over the past vear—and 
consumers hay 


erated iul hy 
ttedness 


recent months 
short- and intermediate-term credit 


ore 
isIng the I! 
ei 

swing in business use of capital funds is clearly 
table 1 showing half-yearly figures for nonfinancial 
During the first half of 1958, when invest- 
ment cde i | was close to the cvclical low, business firms 
were also reducing their financial assets and their short-term 
debt n contrast, during the first part of 1959 working 
eds were up sharply and short-term borrowing 


evide 


corporat ms 


capital 
reased., 
Jusiness demand for short-term 
affected by the build up of inventories in the January -June 
reflected in part the usual response to the eveli- 


funds was especially 


period hicl 
cal ups gy of the ecenomy and in part anticipatory pur- 
chasing to hedge against shortages due to impending work 
interruptions. The upward movement of inventories was 
arrested during the SUTriinnee r mainly by the drawing down of 
steel stocks, but business continued to expand its uses of 
borrowed funds for other fixed and working capital purposes. 


Corporate Sources and Uses of Funds 


This article treats the uses of funds by corporations, and 
the sources from which they have been derived through the 
first half of 1959. 

Expansion of fixed investment by corporations has been 
moderate in the recovery and, as may be seen from the table, 
outlays in plant and equipment in early 1959 were still well 
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ONOMICS DIVISION, OFFICE OF BUSINESS ECONOMICS 


NOTE 
NATIONAI 


however, is not unusual as in 


below previous highs. This, 
moved with a lagged 


earlier recoveries fixed capital spending 
response to the upswing in general business 

Total requirements and their financing were substantially 
higher in the first half of 1959 than in the 1956-57 prosperity 
phase. This reflects in part a difference in evelical phasing 
The first part of this yeu! reflected conditions of early re 
covery when the rate of expansion 1s tvpieally vreatlest 
In contrast, in the 1956-57 period, recovery had been in 
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large part alrea achieved and expansior Is w not 
so large 

However, tir easonal influences also affected the 
financial patte! the fir ialf of as 
the earlier prosperous period particular 
Federal tax payment 1956 were concentrated in the first 
half year, with the calculated f re for nonfinanse al corpora 
billion out of the full ear total of 
firms 


compared with 
i 


tions representing $16 
$2146 billion Uy I iT I lation tl larger 
accounting for the b ‘ed corpora 


cheduled 
Calculated pa 


through- 

alf of 1959 
comparable 
roportion of the 


tions, are how 
out the year 
came to $10 billion, over $6 bil 
period of 1956, ar 

estimated pay ts fe as 3 This evening 
out of the flow eflected in the 
corporate source ! l ate ! a smaller 

of liquid assets, ¢ id ta ibilities in the first balf of 
the year, 


ré duc tion 


Corporate uses of capital funds 


In the chart the ( { ali-vear data have I com 
bined to indicate the relati nportan yf various 
sources and use I tuna n the re I i I | last 
This pict comparabl 
expansion phase a 

It is clear that t kperiel has closely followed 


pattel Mixer pits tlavs have con 


June 


the past eyelical 
stituted 50 percent i apital ma ; ! ne mos 
recent period rou | ( 

tially higher than 

greater relatiy 
195S—59 was rela 
vears; this may 
for 1950. to the 

of hostilities u 


Table 1.—Sources and Uses of Corporat 
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( orporate 


Funds, 


BUSINESS 


October 1959 


larger share of liquid asset accumulation in the more recent 
period 

The chart, which focuses on the three recoy 
than the shifts over the cycle—shows the characteristic 
predominance of internal sources in_ thes« This 
largely reflects the sharp recovery in profits when business 
Long-term external financing has been 


relative significance in the 1958-59 


rather 


eres 
periods 


begins to pick up 
vreatel 
the issue of stocks, while a relatively minol 
greatel 


of somewhat 
period source 
he overall picture, than in 

of the two preceding periods The nen proportion 

of short-term financing in 1950 was in large part a reflection 
of the predominance of inventory expansion In that period. 


has assumed a role 


{sset expansion in 1959 
I 


first half of 1959 


expansion in the 
record {ol this 


Corporate asset 
amounted to $25 billion, by far the largest o 
In the first part of 1958, the net expansion 


proce CSS of 


Hnwncinie and 


time of year. 
was less than $5 billion, with business in the 


liquidating its 

expansion of fixed assets contained ata re la 

The $25 billion increase in early 

average $15 billion rate in the prosperous fi 

As already explained, this differen 
| 


inventories and customs 
vely low volume 


1959 compa es WItl an 
st halves of 1956 


s largely 
ederal ta pay- 


and 1957. 
attributable to the shifting influence of 


ments, which, in the early periods, required a larger draw- 


| 
down of cash resources in the first part of the year. Business 
firms improved their liquidity position in early 1959 after 
allowance for seasonal factors, as profits expanded while 
dividends were held stable, depreciation allowances cCon- 
tinued their upward tendencies, and fixes capil il demands 
I'¢ spond ad rather slowly to the usual evel al infliue nce 

' | " 


The recent Swihgs ihn corporate uses Ol apital funds were 


oncentrated in the manufacturing an¢ diustries, 


| 
which normally account for about half of t total porate 


i 


demand; these firms accounted for two-third increase 
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in requirements between early 1958 and early 1959. In 
contrast, utilities were little affected in their capital demands, 
and in 1959 expanded ownership of resources at a fairly even 
rate comparable with recent years. 

Trade firms traced an intermediate pattern as a small 
inventory liquidation in 1957 and 1958 gave way to renewed 
expansion in the past year; other uses of funds by these 
concerns were fairly steady after allowing for seasonal 
influences 

Plant and equipment expenditures, although currently 
recovering on a wide front from the low in the third quarter 
of 1958, were still substantially below the pre-recession 
highs in most industries. In nonrail transportation and in 
a groups capital investment has been above the 
earlier rate. 
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Reflecting the relative importance of physical stocks 
carried, the bulk of inventory change is accounted for by 
the manufacturing and trade industries. The cyclical swings 
in inventory change occurred in both these major groups but 
the fluctuation was substantially greater in manufacturing 
As in the case of the all-industry total, both of these industries 
have exceeded the average rate of buildup prevailing in 
early 1956 and 1957, but the excess for trade has been rela 
tively larger. 

Corporations have also substantially increased their book 
credit to customers in the current upswing. It should be 
noted, however, that a substantial part of an increase in 
corporate receivables also involved a growth in payables, 
since in intercorporate dealings every new receivable has its 
counterpart in a new payable. Thus only the net difference 
between receivables and payables requires financing from 
“outside” sources. In recent years, corporations have on 
net balance been an important source of financing for their 
noncorporate customers and new money required for this 
purpose has risen fairly steadily over the past several years 


Internal funds higher 


Larger retained earnings resulting from growing after-tax 
profits and stable dividend payments added to the steadily 
increasing depreciation allowances, has enabled corporations 
to generate from internal sources a substantial part of funds 
to finance their needs in 1959 Profits kept for business 
use in the first half of the year amounted to almost SH 
billion, compared with a postwar low of less than $2 billion 
a vear ago, when profits were depressed and dividends were 
maintained, Depreciation allowances continued their up 
ward trend into 1959, providing over $10 billion of funds 
in the first half of the vear 


The role of accelerated depreciation 


Depreciation allowances are currently and for some time 
have been the single most Important source of corporate 
funds. These allowances have climbed each year and for 
every major industry group presented in table 2 over the 
This steady expansion has more than offset 


postwar period, 
1950's for retained 


the ceneral tendency noticeable in the 
profits to provide a lesser proportion of additional funds 
needed for corporate growth 

The basic fact underlying the growth of depreciation 
funds has been the rapid capital accumulation undertaken to 
extend existing productive facilities as well as to introduce 
new methods of production Howe vel two lecal factors 
have also operated to raise the annual de preciation charge 
for all corporations to the present rate of $21 billion. First, 
the Internal Revenue Act of 1950, which permitted 5-year 
amortization of defense-related facilities, swelled depreciation 
allowances on $23 billion of assets qualifying under this 
program. Corporations were permitted to amortize eligible 
facilities over a 5-year period rather than over the much 
longer normal life of the assets The last certifications 
under the 1950 act took place in 1955, so that the effect of 
this program is rapidly drawing to a close 

The second influence behind the steadily vrowing depre- 
ciation charges was provided by the Internal Revenue Code 
of 1954. Under the new code all corporations were given 
the choice of several alternative methods of depreciating new 
assets. Whereas the previous “straight-line”? formula of 
depreciation involved charging to current expenses in equal 
annual sums the original cost of an asset over its designated 
life, the new provisions allow a write-off of about two-thirds 
of the purchase cost of an asset during the first half of its life. 
Corporations have increasingly adopted these faster methods, 
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1950 
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It has been roughly estimated that on: th ol 
depreciation charges can be attributed to the 
and 1954 
charges due to fast write-off has 
to the use of the 
Korean 
off by that time. 


if ts ot 


Sines however, tl crowth in 
primarily in response 
impact of the 


tapering 


1954 provisiol since the 


emergent amortization program began 


Security issues lower 


While the bulk rm financing is supplied 
from internall firms typically 


require some oO l¢ ty ul to round ! ell 


corporat 


programs, 
and in some cases, notably e pub tilities, sale of new 
securities meets a ital requirements Total 
long-term  finane 
$4'4 billion in the 
in early 1958 and dows y $144 billion 
in 1957 
Of the principal 

electric and i tye { now! pDarnate m the in 
dustry” tabl | ed net sales at rates comparal with 


or part Ol ¢ 
amounted to 
billion less than 


from the peak volume 


uTé sources 


irom ¢ 


half of 1959. about $1 


only the 
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a year ago Kor | \ roup, external long-term 
financing has constituted more than half of total requirements 
over the postwar pe riod, whereas 
combined, the been less 

Manufacturers and the 
stantially reduced theu external 
For the latter group the lesser de pe ndence on security sales 
was primarily a matter of timing and not especially associated 
with eyclical deve lopments Howeve - tne decline for 
manufacturers reflected substantially reduced need for such 
funds in view of the greatly improved internal flows at a 
time when fixed capital investments were still low 


for all corporate business 
than one-fourth 


industry 


share ha 
sub- 
1959, 


communications 


financing in arly 
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Bank loan expansion 


Corporations have expanded their short-term bank borrow- 
ing in 1959. During the first half of the vear the increase in 
loans amounted to more than $1 billion, compared with a 
contraction of nearly $1.5 billion a vear ago Over the first 
6 months of the previous two prosperous years given for 
comparison, bank borrowing had expanded at an average 
rate of $2 billion. This upward trend in bank loans was 
reversed during late 1957 and in the succeeding 18 months 
corporations liquidated their bank credit by nearly $4 billion 
This contraction of short-term credit which was in part 
associated with the liquidation of business inventories during 
most of this period also probably reflects some refinancing 
Into longer term securities, 

The first-half upturn in bank borrowing by corporations 
coincided with the quickened pace of Inve ntory accumula- 


tion, evident particularly in manufacturing and trade. Of 


the mayor industry groups, only public itilities and com- 
munications made net repayments on bank loans during 
the first half of 1959. Most other groups contributed to 
the upswing in bank borrowing, with manufacturers showing 


the Jargest increase. 


Federal income tax liabilities 


\ substantial amount of temporary fi 
automatically provided in periods of busi 
i! the Federal mcon ax lia 


ofits. Thus, in 


form of accumulating Diities 
which rise in proportion with expanded 
the recovery year ended last June, almost $4 billion in funds 


was provided by the net increase in tax liabilities to the 
Federal Government 


$3 billion of tax oblie 


This compares with a liq idation of 
itions in the precedi 2-n th period 
availability ot ta | rual as a 


Even the temporary 


means of financing has been reduced in recet ears as cor- 
porations have been required to speed 
The hirst part of the step-up took place ri ily 


to 1955 and changed the payment sched from the 


uy ti paviments 
irom 
1951 
traditional one-fourth in each of the four quarters following 
the tax vear to one-half in each of the first two quart 
The second stage of acceleration was spread o 

period, and resulted in a gradual shifting 

for the larger corporations, requiring the! 

taxes ip the year in which they accrue Tl 

quarter of the current tax year, the larger fir 

mated tax for that year, and pay one-fourth 

The remainder is paid over the succeeding 9 months 
the difference between the estimate and 
up after the tax year Is closed out. 

Tl e net effect of these changes has 
extent to which tax accruals can be us 
temporary financing, and in the recent 
out the actual incurred Jiabilit ver t 
veal The process of changeover to thi vstem will 
be completed this vear, and for the larger corporations, the 
only deviation from a four-quarter even payment schedule 
will result if the original tax estimate differs from actual. A 
penalty is provided if the estimate proves to be less than 70 
percent of the liability shown on the final return. 


smooth 
} 


payviments on 


Shift in financing costs 


The impact of recent financial developments has been 
strikingly reflected in costs of capital funds not only to cor- 
porations but to other users as well, including Governments 
and the consumer. Corporate long-term bond yields, as 
measured by Moody’s series, are currently close to 5 percent, 
one-half of a percentage point higher than a year ago, and 
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1 point above the recession low. This series measures yields 
on seasoned issues; on newly issued securities, corporations 
are typically paying rates well above 5 percent. As 
indicated earlier, costs of short-term borrowing have risen 
even more sharply in the recent business upturn, 

The recent upturn in interest rates is a continuation of a 
postwar trend which started in 1950. As may be seen from 
the chart, long-term borrowing costs to corporations are 
not far from the average prevailing in the twenties, and a 
number of particular rates are currently above those reached 
in that earlier period. It must be noted, however, that the 
net borrowing costs to corporations may still be considered 
low in historic perspective if one takes account of 


relat ivel 
Since interest is 


the higher tax rates currently prevailing. 
deductible for tax purposes, the net cost to corporations in 
terms of after-tax earnings is roughly half the nominal rate, 


The com- 


since the tax on profits is close to 50 percent. 


parable tax in the twenties ranged around 10 percent of 


profits 

The trend in yields on common stocks is in sharp contrast 
to that on borrowed funds. As may be seen from the chart, 
these are to their postwar lows at the present time, 
even allowing for the most recent setback in stock prices 
Dividend yields, which throughout most the postwar period 
were substantially above bond rates, have been for sometime 
be low these Jatter \ ields. 


( lose 


Higher interest payments 


Whil present financial conditions are relatively favorable 
to equity financing, it is clear from the tabular information 
presented here that the bulk of outside financing by corporate 
business is raised by borrowing, with internal funds providing 
the principal source of equity capital. Thus, the rise in 
interest costs superimposed on the growing debt level has 
substantially raised fixed interest charges both absolutely 
and it lation to funds available for paying such costs 
profits before taxes and interest payments. The accompany- 
Ing chart portrays recent developments in this respect, 

In perspective, however, the current burden of interest 
payments is still relatively low for most corporations, al- 
though well above that of the earlier postwar period, The 
all-indus ratio of 7 percent in 1950 was broadly represent- 
ative of early postwar conditions. Refinancing the bulk 
of the outstanding corporate debt at the reduced interest 
rates which became established in the late 1930’s and war 
years Was OI primary importance in enabling corporations to 


Table 2.—Sources and Uses of Corporate Funds by Industry, Years 


B 


SURVEY OF CURRENT BUSINESS 15 


Corporate Liquidity Ratios, Selected Years 1947-59 


Table 3. 


Midyear 











have a marked degree of flexibility in financial planning 
during the years immediately following World War II. The 
war-induced inflation further reduced the real burden of 
servicing corporate debt during this period. 

The considerable change in the interest burden from the 
early postwar situation appears less striking when viewed 
against the historical background of the twenties, as may be 
seen from the chart. Compared with the nearly 30 percent 
of all corporate income absorbed by interest payments in the 
late 1920's, the current 13 percent ratio appears to provide 
considerable “elbow room” in financial planning, 


Business liquidity 


The three postwar cycles of business have been character 
ized by improving liquidity during the downswing in business 
and reduced relative availabilit y ol liquuid resource? s during the 
As measured by the ratio of cash and 


“prosperity” phases. 
the postwal 


U.S. Government security ownel! hip to sales, 
low in liquid assets was reached in the spring and summer of 
1957. For sometime prior to the peak in business reached at 
that time, corporations had actually reduced their holdings 
of liquid assets. Indeed over the span of years from 1953 
through 1957, corporations expanded their sales by more than 
one-fourth without substantially adding to their liquid assets 
The downward trend in liquid asset holdings was halted in 
1958, and in the year ended last June ownership of ‘‘eash 
assets increased by $7.5 billion, the largest 12-month gain 
since World War I] Over this same pr riod, sales were also 
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current liabilitie 
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by Samuel Pizer and Frederick Cutler sr 


Industry Expands 
Investment Abroad 


‘ 
Capirar expel aitures \ compan Lo ¢ xpand and The decline in fore ign capital expendit ires by [ »s. com- 
modernize their productive facilities in foreign countries panies in 1958 was considerably less than the decline in such 


were reduced by about 14 percent in 1958 from the peak domestic expenditures, especially for the manufacturing, 
established in 1957. ‘The ntracty n 1958 w accounted mining, and petroleum industries. Expenditures by these 
for largely by the absence large cash payments for petro industries for plant and equipment, both domestic and 
leum leases such as occurred in 1957, and by the general foreign, were about $20 billion in 1957 and $15 billion in 


leveling off of indu trial activity a road Slowe! economic Z ° ° » 2 
, 1958, with the proportion of foreign expenditures up from 


expansion was also flected in ¢ hift in inventories of the if ; Qn? > apa T 
. , 7 pe oy $ e 1: ree I Q! 7 ree 1 1958 hese Y- 
foreign enterpri ( irom a substantial : umulation in 1954 om 15 percent in | »¢ to I percent iI pel 


to a net reduction in 1958 


centages would be somewhat higher if allowance were made 


for foreign expenditures not covered in these annual surveys.! 





For 1959 a rise in capital outlays abroad by U.S. business 
. ° indicated by larger capital flows from tl! United States 
U. S. Foreign Investments in al ad by a tendency to reinvest a large r proport on ot foreign 


earnings. This increase is in line with the upturn in industrial 


Plant and Equipment Expenditures production in major foreign countries as well as in the 


1957 | ee | 1958 Le United States. Sources of funds to finance wy er 
. ! tI nitec 


expansion appear to be adequate, as earnings In ( 
Million De States and abroad have recovered, and credit conditions 


500 


MANUFACTURING In Europe are relatively favorable. 


Comparison with balance-of-payments data 


Data collected in this second annual survey of the finane- 
ing and capital expenditures of foreign enterprises con- 
trolled by US companies continue to show that their gross 
investments abroad are much larger’ that the amount 
PETROLEUM " reflected in balance-of-payments data on net capital out- 
flows from the United States and undistributed profits 
In 1958, for instance, the book value of the U.S. interest in 
direct-investment enterprises abroad in the manufacturing, 
mining, and petroleum industries increased by $1.5 billion, 
while expenditures for fixed capital abroad re ported by the 
smaller group of companies covered in this report in these 
industries were $2.7 billion. 

Annual variations in plant and equipment expenditures 
abroad are much smaller than the combined chat res in net 
capital outflows from the United States and undistributed 
profits from foreign operations, which represents the amount 
added to the U.S. interest in the book value of the foreign 
enterprises each year. While the latter amount for the 
MINING, AGRICULTURE, mining, petroleum, and manufacturing industries declined 

AND UTILITIES from $2.7 billion in 1957 to $1.5 billion in 1958, the change 
In expe nditures for fixed capital abroad for the survey com- 
panies was from $3.2 billion to $2.7 billion 
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Of course, each set of statistics is designed for a specific 
purpose; the capital outflow series relates primarily to the 
international transactions of the United States, while the 
sources and uses of funds relate primarily to the 
scope and impact of the investment activities of these 
ses in the countries in which they operate. 


data o1 


enterpri 


Supply of Funds Reduced 


Funds available to the foreign enterprises controlled by 
reporting companies fell from about $6.3 billion in 1957 to 
$5.2 billion in 1958. Net income was sharply reduced in 
the mining and petroleum industries but held up well in 
manufacturing and service industries.? At the same time 
income paid out to parent companies and other owners rose 
somewhat over the previous vear, so that funds retained 
abroad out of earnings for this survey group were cut by 
some $550 million. A similar sharp drop in retained profits 
also occurred for domestic corporations. 

Most of the drop in retained earnings abroad was in the 
petroleum industry, which utilized less funds as a result of 
lower investment activity and reductions in inventories. 
Income in this industry was down from the 1957 amount in 
most areas except the Middle East, but income paid out was 
not reduced to the same extent Retained earnings were 
in the mining industry, primarily because of lesser 
income receipts. In the manufacturing and service indus- 
umount and proportion of earnings retained abroad 


also lowe I 


tries the 
were about the same in 1958 as in 1957. 

Financing provided by parent companies and other sources 
in the United States was about 40 percent lower in 1958, 
dropping from $1.3 billion in 1957 to $0.8 billion. This 
figure does not correspond closely to the net direct-invest- 
ment capital outflow included in the balance-of-payments 
accounts because of differences In rec ording the flow of funds 
between U.S. companies and their foreign branches, as well 
as differences in the industries and companies covered, and 
in the treatment of certain capital flows. For the three 
major industry groups—mining, petroleum, and manufactur- 
ing—the balance-of-payments accounts, after adjustments 
for comparability, show a drop of $1.2 billion from 1957 to 
1958 in the amount of funds provided by parent companies 
and undistributed profits. Reports for the group of com 
panies in these industries covered in this survey show a drop 
of $1 billion. 

In addition to funds supplied by parent companies, the 
for ign ente rprises obtained sizable amounts from U.S. cap- 
ital markets and, in a few cases, from the U.S. Government. 
About $185 million was obtained from these sources in 1958, 
compared with $290 million in 1957. Nearly all of the public 
financing went to manufacturing, petroleum pipeline, and 
other enterprises in Canada. U.S. Government financing 
by the Export-Import Bank, amounting to $57 million in 
1958, was provided to mining and public utility operations in 


Latin America 


Funds obtained abroad 


major sources of funds available to the direct 
ent rprises abroad are charges for depreciation 


To eth 
investn 
ana ce pl LIOTL, al dl financing provided by capital marke ts or 
creditor neluding foreign governments, in the countries in 
which they operate. ) 

De preciatlor charges on existing fixed assets continued to 
1958, rising by 14 percent from 1957 to a total of 
This rate of increase 
is similar t the annual average rate of increase in the book 


mount I 
$1.3 billion for the survey companies. 


a 
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value of U.S. direct investments abroad since 1950 Relative 
to other sources of funds depreciation was rising in 1958 
and accounted for 29 percent of all funds available 

Most of the rise in depreciation charges in 1958 was 
reported for manufacturing and petroleum companies In 
the petroleum industry depreciation charges increased 
mainly in Latin America, where major expansions in invest 
ments have been carried out in the past few years. Such 
charges also increased substantially in Canada and the 
Middle East. For manufacturing, the greater part of the 
rise I) depreciation charges was In Canada and Kurope, also 
reflecting rapidly mounting investments 

Included im these figures for depreciation charges is about 
$60 million of depletion charges, nearly all for petroleum 
companies and about equally divided between Canada and 
Latin America. 

Foreign branches and subsidiaries of U.S. companies cov 
ered in this report obtained about three quarters of a billion 
dollars from foreign sources in 1958, compared with a little 
over $1 billion in 1957. However, companies reduced then 
borrowing abroad proportionately less than they reduced 
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Table 1.—Sources and Uses of Funds of U.S. Direct Foreign 
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Investments in 1957 and 1958, by Area and Industry 
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Se 4 and drums_ 
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Beef and veal 
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Business sales and inventories 
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Cereal and bakery products. 6, 12, 
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Commur t 
Confectione 


SREP. »8 
if 
RE 


Contract awards . 12, 13, 14, 15, 20, 94 
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3, 6, 7, 22, 
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Debt, U.S. Government_. 17 
Department stores... .......-+..-<<-<-- 10, 11, : 
Dapesite, bank... ...i.ccnoneeacede gubesnenh 16, 1 
Disputes, industrial _ 
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>» The Office of Business Economics Calls Attention to 


U.S. Income and Output 





—{NOW AVAILABLE} 








A RECENTLY completed compilation of new and 
revised income and product data for the period beginning 
with 1946, for use in conjunction with the 1954 National 
Income supplement. 

The text includes an analysis of the American economy 
us viewed through the national income accounts, a dis- 
cussion of the development of the accounts over the past 
quarter century and of the needed directions of future 
research, and a review and evaluation of the statistical 


basis of the estimates. 





———{ PRICE, $1.50} 


Orders may be placed with the Superintendent of 
Documents, U.S. Government Printing Office, Wash- 
ington 25, D.C., or with any Field Office of the 


U.S. DEPARTMENT OF COMMERCE 
































